HAI TI
POTABLE WATER AND SANITATION SECTOR REFORM AND INVESTMENT PROGRAM
(HA-0014)

EXECUTIVE SUMMARY

BORRONER AND Republic of Haiti
GUARANTOR:

EXECUTI NG M nistry of Public Wrks, Transport and AGENCI ES: Conmmuni cations (MIPTC)/ Sector Reform Unit (SRU)

AMOUNT AND SOURCE: | DB/ FSO US$45, 000, 000

IDB/MF: US$ 965,000 | CDF (Taipei, China): US$10, 000,000 Local counterpart funding: US$ 5.000.000 Total
US$60, 965, 000

FI NANCI AL Anortization period: 40 years TERVS AND Di sbursement period: 5 years
CONDI TIONS: Interest rate: .1%first 10 years, 2% thereafter |nspection and supervision: 1%
Credit fee: 0.5%

OBJECTI VES: The goal of the proposed Programis to inprove and sustain potable water service across the country
whil e establishing an institutional framework for the gradual devel opnent of waste water service.

The specific objectives of the proposed Programare therefore to: (i) support the establishment of the

i ndependent Potabl e Water and Sanitation (PWS) regul atory agency and the privatization of service provision in
Port-au-Prince and other urban centers; and (ii) enhance and sustain the quality and coverage of potable water
service in approximately t~n urban centers and fifty rural and peri-urban conmmunities.

DESCRI PTI ON:  The proposed Programwi |l be a five-year nultiple- works operation consisting of three conponents

an institutional conponent to support the inplenentation of the sector reform an investnment conponent to finance
the rehabilitation and expansion of water systens; and a private sector participation conmponent to finance part
of the transaction costs involved in fostering private participation in the management of rehabilitated systens.

The reformintl enentati on conctonent (US$1,515,000) will finance technical assistance to: (a) finalize the
regul atory franmework; (b) help establish the regulatory agency (to be known as CREPA); (c) help
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regul atory agency (to be known as CREPA); (c) help strengthen the environnental capacity of the sector's
institutions; (d) finalize the Governnent's investnment policy and establish public sector capital expenditure
nmechani sns for the sector; and (e) help restructure and nerge the two existing potable water public utilities
into one entity (to be known as ONEPA)

Activities (a), (b) and (c) above aimat the establishment of a regulatory framework that facilitates private
sector investnent in the PWS sector, which is one of the priorities of the MF Techni cal Cooperation Facility.
It is therefore proposed that these activities be financed by the MF.

The invest~ ent contonent will finance up to US$48.45 nmillion for the rehabilitation and expansi on of potable
wat er and sanitation infrastructure in urban, peri-urban and rural areas, according to pre-agreed eligibility
criteria. The forenost criteria have to do with ensuring the institutional and financial sustainability of
rehabilitated systens.

Urban projects will be financed through | oans granted to project sponsors through a fiduciary fund adm ni stered
by a private firm A total of eight to ten urban projects (US$39.1 million) benefiting about 400,000 people are
expected to be financed. For each project, the following itens will be eligible for financing: (i) the
preparation of a potable water and sanitation naster plan; (ii) institutional, technical, environnental and
social, financial and

econom c feasibility studies; (iii) project appraisal; (iv) execution and supervision of works
[rehabilitation/expansion of the potable water system + renedial drainage infrastructure + pilot waste water
project]; (v) conmunity outreach initiatives; (vi) institutional strengthening of the |ocal PWs board; (vii)
techni cal assistance to the service provider (except when the service provider is an international private
conpany); and (viii) overall project evaluation.

Rural and peri-urban projects will be financed through a denand-driven grant system nanaged by ONEPA. A total of
fifty small projects (US$9.1 mllion) benefiting about 75,000 people are expected to be financed. For each small
project, the following itens will be eligible for financing: (i) pre-project comunity devel opment activities

| eadi ng
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to the establishment/strengthening of a |ocal water board; (ii) sinple technical designs and financia
analysis; (iii) the execution and supervision of works [potable water system + sinple sanitation
infrastructure]; (iv) training of and technical assistance to the systenls operator; and (v) project
eval uati on.

The private sector participation conponent (US$S.S nillion) ains at enabling the privatization of PWS
operations in the capital city (and possibly other |arge urban centers) through a | easing/service
contract. This component will finance three years of technical assistance to train ONEPA in the

supervision of the private operator. It nmay also contribute up to US$4 million to finance part of the
operating deficit that the | easing/service contract is expected to generate over the initial years.
Finally, this conponent will finance the inplenentation of a severance paynent and retraining plan to

hel p rationalize sector staffing.

RELATI ONSHI P OF The Bank's strategy in Haiti revolves around two PROJECT I N BANK' S conpl enent ary
obj ectives: the inprovenent of |iving COUNTRY AND conditions and the devel opnent of the productive
SECTOR STRATEGY: econony. The present Programwi ||l essentially serve

the first objective.

The Bank's sector strategy is to contribute to the restructuring of the institutional framework of the
wat er sector, in order to shift froma set of uncoordi nated, sub-sector specific water resources

devel opnent strategies towards an integrated water resources preservation strategy. Wthin this new
approach, the proposed operation ains at inproving the efficiency of the potable water and sanitation
sub-sector. Because of (i) the urgency to inprove potable water services and (ii) the present non-

exi stence of an institutional framework for sanitation services, the proposed operation focuses

del i berately on potable water services. As part of the reformto be inplenented with support fromthis
operation, however, it is proposed to initiate a najor nove to organi ze and devel op sanitation

servi ces.

ENVI RONMENTAL AND The Comrittee on Environnent and Social |npact SOCI AL REVI EW approved the
Envi ronnmental and Soci al |npact Report

together with the Program s Environnental |npact Assessnment at its nmeeting of July Il, 1997 (see
par agraphs 4.27 and 4.28). This report was subsequently sent to the PIC on July, 18, 1997.
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BENEFI TS: The potable water sector reformis expected to produce even greater benefits than the investments in
physi cal works. Through increased pricing and nanagenent efficiencies, reformw || create nmonentum for further
expansi on, bringing the proper incentive structure to reduce physical |osses, wasteful consunption and
conmercial |osses. The result will generate the necessary revenue streamto finance nai ntenance; cause present
wat er | osses to be converted into surplus water for new consuners; defer investments for rehabilitation and
expansion due to premature deterioration and excess demand; and rel ease funds to expand coverage to new
consuners. Loan repayment by users to the Governnent will allow public funds absorbed by sector subsidies to be
rel eased to nmeet other needs.

Physical works will inprove access to potable water for about 400,000 people in urban areas and 75,000 in rura
areas. This will translate into increased consunption benefits for groups with house connections and resource
savings for | ow income groups whose consunption remains |ow but for whomthe price of water drops significantly.
From an environnental standpoint, the systematic introduction of micro-netering will be a significant first step
towards a gl obal strategy for water resources preservation

RI SKS: The main risks involved in the proposed operation are institutional; (1) at the global |evel, these risks
relate to the capacity of the nain institutional actors to devel op ownership for and conm tnent to the proposed
reform (2) at the local level, they pertain to the capacity of municipalities and communities to internalize

t he new approach and assume its financial consequences

(1) Ever since the return of the constitutional governnment in October 1994, Haiti has been asked to engage in a
number of far-reaching structural reforms. While these refornms are a pre-requisite to restoring growth and
eradi cating poverty, they require a tremendous institutional capacity that the country sinply does not have. It
is therefore essential to conceive new ways to acconpany the country through these reforms ~ building up its
reforminplementati on capacity. This is what this operation will attenpt to do, by providing the newy
established institutions an opportunity of |earning by doing. (See paragraphs 4.30 to 4.32.)
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been recruited to administer the urban projects fiduciary fund

(c) before the signature of any works contract other than that for the first-year projects, the Borrower nust
present evidence that: (i) the main regulations pertaining to tariffs, service standard regul ations,
decentralization and private participation regul ati ons have entered

into effect; (ii) an institution has been created at the national |evel to conceive and inplenment integrated water
resources managenent; and (iii) a contract for the nanagement of the supply of potable water in the Port-au-Prince
area, transferring all or part of the commercial risk to a private operator, has been signed; and

(d) before the first disbursement of resources corresponding to the private sector participation conponent, the
Borrower must obtain the Bank's non-objection for Port-au-Prince's |easing/ service contract.

POVERTY- TARCETI NG The proposed Programis a poverty targeted i nvestnent AND SOCI AL SECTOR (PTl) as defined in
docunment G\ 1964- 3 since an CLASSI FI CATION: estimated 80%to 85% of Program benefits will be

captured by househol ds with incone under the Bank's poverty |evel (see paragraph 4.18). Because it is expected
that the Programw ||l be cofinanced by ICDF, it is not anticipated to nmake use of the additional 10% of Bank
financing all owed by paragraph 2.93 of the Eighth Repleni shment docunment (AB-1704). However, should | CDF' s
expected financing not materialize, paragraph 2.93 of docunent AB-1704 woul d be applied and the total anount of
Bank financing, unchanged in absolute terns, would now represent 90% of the Program s overall anount.

EXCEPTI ON TO None BANK' S PCLI CI ES

PROCUREMENT: Contracting of works and acquisition of goods and services will be governed by the Bank's procurenent
procedures. International ptililic bidding will be used to award works contracts in excess of US$l nillion and to
purchase goods and services in excess of US$350,000. For anmpunts bel ow these thresholds, Haiti's procurenent
regulations will be applied and national public bidding will be organized





